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INDONESIA - Key Economic Indicators 


Fkchange rate (average per year): 

1983: USs$1.00= 909 Rupiah 

1984: uUSs$1.00=1025 Rupiah 

1985: US$1.00=1110 Rupiah 

1986: US$1.00=1300 Rupiah@ 

1983 1984 19g5b 19869 

Population (million midyear) 156 160 164 168 
GDP ($ million, current prices) 81,075 84,622 82,250 T1252 
GDP (per capita in $) 518 524 504 460 
GDP (% growth in constant 1983 rupiah prices) 35:3 6.7 eS 0 
Consumer Price Index (1977/78 = 100) 200.? 224.3 233.2 256.5 
Money Supply (Rps. billion-Dec. 31) 4,369 8,581 10,104 11,000 
Foreign Investment Approvals 

(non-oil)($ million) 2,882 1,107 859 
Net Official Int'l Reserves ($ million-Dec. 31) 4,818 a, 420 5,800 5,600 
Ex ternal Official Debt© 23,470 24,650 28,350 33,000 

(Disbursed - $ million-Dec. 31) 


Debt Service ($ million) 2,548 3,251 4,037 4,800 


FY FY FY FY 
GOVERNMENT BUDGET (Rps. Billion)? 83/84 84/85 85/86 86/875 
Actual Actual Actual Budget 

Routine Kk penditures 8,412 9,429 Sk 13; 226 
Development Kk penditures 9,899 9,952 10,873 8,296 
Domestic Revenues 14,433 15,905 19,252 17,832 
Dev. Receipts (eternal loans and grants) 3,882 3,478 S,o72 3,589 


OFFICIAL BALANCE OF PAYMENTS FY FY FY FY 
($ million) © 83/84 84/85 85/86 86/879 
Actual Actual Actual Estimate 
Overall Balance (change in off. reserves) 2,070 - 667 38 -1,000 
Current account -4,151 -1,968 -1,830 -5,000 
Kk ports, Merchandise (F.0.B.) 19,816 19,901 18,108 13,100 
Oil and LNG 14,449 13,994 12,243 7,100 
Non-oil 5,367 5,907 5,865 6,000 
Imports, Merchandise (F.0O.B.) 16,304 14,427 12,543 11,000 
Oil and LNG sector imports 3,489 2,797 2,561 2,500 
Non-oil 12,815 11,630 9,982 8,500 


U.S.-Indonesian Trade ($ million)f 1983 1984 1985 19869 


Indonesian Kports to the U.S.(C.I.F.) 5,666 5,867 4,933 4,100 
U.S. Share of Indonesian Kports (%) 20.2 21.3 267 N/A 
Indonesian Imports from the U.S.(F.0O.B.) 1,446 L493 781 800 
U.S. Share of Indonesian Imports (%) 15.5 17.9 16.8 N/A 


Source: Bank Indonesia, Central Bureau of Statistics, Department of Finance, Investment 
Coordinating Board, U.S. Department of Commerce, International Monetary Fund. 


~-4Estimated weighted average for the year reflecting 31 percent devaluation of 
September 12, 1986. 
--"IMF. 1983 GDP and per capita GDP reflect 28 percent devaluation of March 30, 1983. 
-<Government debt, including debt of state corporations such as Pertamina and Garuda. 
--dIndonesian FY April 1 to March 3l. 
--"source: Bank Indonesia 
--ftrade flows based on U.S. Department of Commerce statistics, while market share 
is calculated using Indonesian official statistics. 
--JEmbassy estimate. 
--Noriginal figures before devaluation. 





FOREIGN ECONOMIC TRENDS 
SUMMARY 


To curb a major current account deficit, Indonesian officials 
devalued the rupiah 31 percent against the U.S. dollar on 

September 12, 1986. The move was designed to cut imports and boost 
Indonesian exports by making them more price competitive on the 
international market. The devaluation was followed by measures to 
reduce import monopolies, reduce or abolish some import duties, 
expand swap facilities, and increase investment opportunities in 
Indonesia. Since the devaluation, consumer prices have increased by 
10 to 15 percent on an annual basis. The current account deficit for 
FY 1986/87 is estimated at $5 billion or more, with an overall 
balance of payments deficit $1 to $1.5 billion. 


Real GDP growth this year will probably be zero or slightly 
negative, as Indonesian economic activity continues to be damaged by 
the sharp fall in oil exports. The 1986 oil price collapse cut 
Indonesia's oil and gas earnings in half, and slashed the country's 
total export revenues by 30 percent. Slack domestic demand 
exacerbates the problems of an industrial sector already suffering 
from high costs and inefficiency. Urban worker layoffs are 
increasing, and fiscal austerity greatly hinders the Government's 
ability to fund new jobs. 


Agriculture remains the bright spot of the economy with an expected 
2 percent growth rate in 1986. Indonesia continues to be 
self-sufficient in rice production, and there are plans to expand 
secondary and plantation crops. Production of rubber, palm oil, 
coffee, and other exportable plantation commodities is up. 


The Indonesian Government has dropped its oil production to the OPEC 
quota of 1.189 million barrels a day, while maintaining more 
flexible oil pricing and taxation policies. Declining world 
commodity prices will keep Indonesia's non-oil exports at the 
1984-85 level of approximately $6 billion. 


High internal costs and extensive protection of Indonesia's domestic 
economy are causing extensive debate within the Indonesian 
Government. Measures to deregulate the economy will take time to 
impact on the industrial sector, which is currently in recession. 
Export-oriented industries will benefit from these measures, both in 
terms of more competitive prices and relief from duties on imported 
raw materials used in export. Strengthening Indonesia's protection 
of intellectual property rights has become an important issue for 
Indonesia's trading partners. 


While import demand will be lower this year, best export sales 
opportunities for U.S. firms are in avionics and aviation ground 
support equipment, telecommunications equipment, and agricultural 
and food processing machinery. END SUMMARY. 





én 
DOMESTIC ECONOMIC DEVELOPMENTS IN 1986 - THE MACROECONOMY 


In a surprise move on September 12, Indonesia devalued the rupiah 
31 percent from 1134 to 1644 vis-a-vis the U.S. dollar. This was a 
fundamental move to maintain the balance of payments at a 
comfortable level and sustain the momentum of development. It was 
meant to curb imports of finished goods and boost the competitive 
edge of Indonesia's non-oil exports. The Government has denied 
rumors of foreign exchange controls, and currency flight has been 
minimal. 


Initial follow-up measures to the devaluation included: increase in 
the exit tax to Rp. 250,000, changes in some accounting procedures, 
and revaluation of company assets. On October 25, the Government 
revoked six decrees that had established import monopolies for 
certain products in the following categories: electrical and 
electronic products, chemicals, metals, machines, heavy equipment, 
and automotive spare parts. It abolished import duties on 

59 products not manufactured locally, and lowered duties on 94 
tariff categories. 


Real GDP growth may be zero or negative in 1986, down from the 

1.9 percent real growth in 1985, due largely to plunging oil prices 
and the steady downward trend in primary export commodity prices. 
Growth in the non-oil sector should decline because of lower growth 
in agriculture, weak domestic demand and excess capacity, and a real 
decline in the construction industry and trade. The targeted 

5 percent real annual GDP growth rate for the current Five-Year Plan 
(Repelita IV) will be impossible to achieve. A more realistic 
figure would be 3 percent or less. 


Indonesia's economic policymakers are attempting to focus on the 
high cost of manufacturing due to excessive protection, 
uncompetitive "upstream" industries, inefficiency, and 
monopolistic/oligopolistic practices in licensing. The 

May 6 Package was designed to lower import barriers for export 
oriented manufacturing and encourage foreign investment. The 
Package, however, left in place significant protective barriers 
which foster inefficiency in the domestic economy, and state firms 
in upstream sectors are still charging prices well above the world 
market. The October 25 decrees reduced import monopolies in some 
sectors, but left unaffected the major areas of iron and steel, food 
products, and plastics. 


The Government is not attempting to tightly control the money 
supply. As of June 1986, the money supply (M-1) was 9 percent 
higher than in June 1985. The inflation rate from January to 
September 1986 was 5.92 percent. Although devaluation boosted some 
prices well over 15-20 percent, the inflation rate for 1986 is 
estimated at approximately 10 percent. 


Indonesia faces significant budget austerity in 1986, and the 
Government predicts an even tighter budget for FY 1987/88, with 
overall expenditures cut perhaps another 10 percent. The FY 1986/87 
budget of Rp. 21.4 trillion (based on an oil price of 





o§e 


$25 per barrel) faces a potential revenue shortfall of 

Rp. 3 trillion. Devaluation will not greatly reduce this shortfall 
because of higher debt service requirements in rupiah terms. 
Government expenditures as a proportion of GDP now stand at over 

20 percent. The approved development budget (Rp. 8.3 trillion) 
represents a cut of 22 percent this fiscal year, and much deeper 
cuts in actual expenditures are likely. The Government is requiring 
quicker disbursement of development project funds, and a special 
committee has been established to cut through bureaucratic red 
tape. Non-oil tax collections, especially the value added tax, 
improved substantially in 1986. 


Real investment dropped 10 percent in 1985 from the already low 
levels of 1984, and is dropping further in 1986. High interest 
rates and weak domestic demand make investment in business assets 
unattractive. Mining, light industry, pharmaceuticals, 
agribusiness, chemicals, and fishing are the focus of domestic 
investment in 1986. New foreign investment approvals during the 
first eight months of 1986 totalled $673 million. New guidelines 
increased the areas open to foreign investors and significantly 
shrank the number of areas fully closed to foreign investment. The 
May 6 Package also provided possibilities for joint ventures in 
wholesale distribution in return for accepting minority foreign 
equity. 


Government planners emphasize labor-intensive industries, such as 
textiles and wood products, that will produce jobs as well as 
foreign exchange. However, two-thirds of new modern sector jobs 
created in 1985 were in state owned firms. Tens of thousands of 
private sector industrial workers were laid off in 1985 due to the 
continuing recession. The informal sector is expected to absorb 
much of the excess labor force, and rural areas are much less 
affected by budget austerity. 


BANKING AND CAPITAL MARKETS 


The banking system continues to be dominated by the state commercial 
banks, which hold 80 percent of total rupiah deposits. Net foreign 
assets of state and private commercial banks were $4.8 billion in 
March 1986, compared to $4.5 billion at the end of FY 1984/85. 
Despite a slight drop since devaluation, lending interest rates are 
expected to remain high at 21-26 percent, which will badly hurt new 
business investment. Although commercial bank credit increased 

16 percent in 1985, and is running at the same rate in 1986, most of 
these funds were used to "roll over" loans to financially weak firms. 


In an attempt to bolster the embryonic stock exchange, in August 
1985 the Government allowed banks to underwrite share and bond 
issues and streamlined listing procedures. The May 6 Package 
included incentives for more companies to go public. Bond flotation 
begun in 1983 is enjoying some success; the state electric company 
has recently made major bond sales and the national telephone 
company plans to float long-term bonds to finance expansion. 





ENERGY AND MINING 


In 1985 the petroleum industry provided 68 percent of Indonesia's 
total export earnings and 55 percent of the government's tax 
revenues. In the first eight months of FY 1986/87, exports dropped 
dramatically, and on an annual basis, were less than $7.1 billion, 
compared to $12.8 billion for the previous year. Indonesian average 
crude oil and condensate production in 1985 was 1.32 million barrels 
a day, but should be higher this year, despite a return in September 
1986 to an OPEC quota of 1.189 million barrels a day. 


Proven crude oil reserves of 8.5 billion barrels and 

48 billion barrels of probable reserves are declining faster than 
new production is brought onstream, but are sufficient to support 
present production levels into the next decade. The number of 
operational drill rigs has dropped 40 percent, and exploration 
budgets are down sharply. This means higher costs and lower returns 
to the Government. In 1985, U.S. oil firms invested about 

$2.8 billion in Indonesia, which is reimbursed on a cost recovery 
basis. 


Indonesia remains the world's largest exporter of LNG. Proven 
recoverable reserves of natural gas exceed 80 trillion standard 
cubic feet. The first shipment of LNG to South Korea occurred in 
October 1986. In November, Taiwan and Indonesia concluded 
negotiations to ship 1.5 million tons of LNG per year, starting in 
1990. 


Domestic coal production should increase from 3.2 million tons in 
1986 to 6 million tons in 1987. East Kalimantan coal mining will 
start in 1986, supplementing present production from Sumatra. 

Proven coal reserves total 3 billion tons. Exports should rise from 
1.2 million tons in 1985 to 1.6 million tons in 1986. 


Bauxite mining declined in 1985, but copper increased 22 percent to 
232,400 tons. P.T. Timah plans to raise tin production to 

27,000 tons, but the collapse of the International Tin Agreement 
will mean lower prices and revenues. The P.T. Inco Nickel Plant in 
Sulawesi has resumed full production, and foreign mining firms are 
increasing new investment. Work contract agreements were recently 
Signed with 34 foreign companies for gold and silver exploration and 
mining, which could become a major source of export earnings. 


AGRICULTURE AND FISHING 


Agriculture accounts for approximately one-fourth of the GDP and 
employs 55 percent of the labor force. Rice production in 1986 will 
remain about the same as in 1985 (26.5 million tons). This will 
sustain the nation's self-sufficient status, though a recent plague 
of brown leaf hoppers is worrisome. The Government will procure 

1.5 million tons of rice domestically in 1986, and year-end stocks 
will approximate 2.3 million tons. Production of secondary food 
crops (soybeans and corn) is being encouraged to conserve foreign 
exchange expenditures on imported commodities. The Government hopes 
to increase employment and foreign exchange earnings by expanding 
exports of commodities such as palm oil, rubber, and coffee. 
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During 1986, production of major non-rice food crops (e.g. cassava, 
corn, soybeans, peanuts) will increase about 6 percent. Increases 
in secondary crop production are constrained by a shortage of 

disease-resistant seeds, limited fertile land, insect pests, and a 
reluctance by farmers to shift from rice production to other crops. 


Plantation crops represent a third of the total cultivated area in 
Indonesia. Rubber production in 1986 is pegged at 1.2 million 
tons. Palm oil production is expected to increase to 1.35 million 
tons with an increase in exports to approximately 700,000 tons. 
Coffee production should reach nearly 350,000 tons with exports 
estimated at 300,000 tons. Copra output should total about 

1.8 million tons. 


The Government is also seeking to diversify the people's diet by 
emphasizing the expansion of dairy, livestock and poultry 
industries. Indonesia plans to take advantage of a U.S. Government 
program under which it has contracted to import up to 

7,500 high-quality Holstein cattle during 1987. 


Investments have increased in the vegetable and fruit businesses, 
especially in East and Central Java, Sumatra, and Sulawesi. A shift 
toward food processing has encouraged the development of related 
industries, such as canning and cooking-oil refining. 


Fishing has become an important industry, with a production target 
this year of 2.5 million tons. The Government has simplified 
procedures for foreign participation in tuna and skipjack fishing 
in the Exclusive Economic Zone, and several American firms have 
already formed joint ventures. Shrimp aquaculture is being 
intensified to boost export earnings. 


MANUFACTURING 


Indonesia's non-oil manufacturing sector accounts folr 8 percent of 
GDP. The Government has invested heavily in basic industry, while 
the private sector concentrates on textiles, electronics, and 
pharmaceuticals. Restrictive import licensing to promote local 
procurement, low increases in productivity, and marketing and 
production inefficiencies--all have raised prices of many 
manufactured goods above world market prices. Most of Indonesia's 
upstream industrial products are 10-20 percent more expensive than 
equivalent imports. 


The Indonesian automobile industry is operating at 40 percent 
Capacity, and commercial vehicle sales may decline another 

25 percent in 1986, largely due to higher costs of imported 
components from the devaluation. State-owned Krakatau Steel 
announced its first profit in June 1986, based on higher capacity 
utilization and sharply reduced debt service. A cold rolling mill 
is scheduled to begin production in early 1987. 


Fertilizers and pesticides remain a growth sector, although profits 
will decline because of the recent slash in government subsidies. 
Cement is in oversupply (17 million tons capacity and only 
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10 million tons in domestic consumption), and high production costs 
inhibit exports. The private sector is increasingly vulnerable to 
excessive debt, declining sales and eroding profit margins, though 
labor intensive manufacturing for lower priced consumer goods is 
promising. 


In transportation the Indonesian State Aircraft Company (IPTN) 
continues to assemble the CN-212 multipurpose short-haul aircraft, 
and is discussing a 100-seat airliner project with Boeing, MBB 
(West Germany) and Fokker (Netherlands). 


ECONOMIC DEVELOPMENTS - BALANCE OF PAYMENTS 


In FY 1985/86 (April 1 to March 31) Indonesia had a current account 
deficit of $1.83 billion. The prospects for FY 1986/87, before 
devaluation, appeared to be worsening. In the first five months of 
this fiscal year hydrocarbon exports declined dramatically, while 
non-oil exports in the first 8 months of CY 1986 were up only 

5 percent. During the first 12 days of September, before 
devaluation, the central bank's foreign exchange reserves fell by 
$148 million. The Government drew $500 million out of its standby 
foreign loans in the weeks preceding the devaluation. 


Indonesia's foreign exchange reserves could have been significantly 
drawn down by next year without devaluation. At an average oil 
price of $12/barrel, the current account deficit would have been 
$6.02 billion in FY 1986/87. Total exports for this fiscal year are 
pegged at $13.1 billion, with oil and gas export earnings falling to 
as low as $7 billion. Gross imports are estimated at 

$11.9 billion. The current account deficit, now estimated at 

$5 billion, will be financed by donor project disbursements, 
previously unused standby commercial loans and drawdown of official 
reserves. An overall balance of payments deficit for the current 
fiscal year is estimated by the Government at $1.53 billion, which 
will be covered by central bank foreign reserves of $5.8 billion. 


Net foreign assets of the banking system rose to $10.8 billion by 
October 1986 ($5.8 billion Bank Indonesia net international 
reserves, and $5 billion net foreign assets of commercial banks). 
Indonesia also has $2.0 billion in unused commercial credits. 


In FY 1986/87, public and publicly guaranteed outstanding debt is at 
$33 billion, comprised mostly of medium and long-term debt on 
concessional terms. The sharp drop in the value of the dollar had 
an adverse impact on foreign debt repayments, 60 percent of which 
are in non-dollar denominated currencies. The appreciation of the 
yen and other non-dollar debt has raised Indonesia's public sector 
debt service payments from $4.2 billion in FY 1985/86 to 

$4.8 billion in FY 1986/87. Official debt service ratio for the 
current fiscal year will reach 37 percent of gross exports. Some 
state companies are seeking bilateral arrangements with individual 
foreign lenders in order to defer payments on foreign debt. 
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In FY 1986/87, Indonesia received $2.5 billion in IGGI assistance, a 
slight increase over the previous year. The World Bank approved 
$1.13 billion in loans for Indonesia during the bank's fiscal year, 
bringing its total loan commitments to about $10 billion. 
Undisbursed project commitments from the World Bank and other donors 
total $11-12 billion. Total IGGI and non-IGGI assistance, mixed 
credits, and commercial borrowings are targeted at $3.8 billion for 
the current fiscal year, and will be less than outflows of foreign 
debt repayments (principal and interest). 


The Government is committed to a free foreign exchange system. The 
rupiah, currently valued at 1644 to the dollar, is now supposed to 
follow the IMF's SDR and a basket of currencies in a managed float. 
Over the past year it lost 35 percent of its value to the Yen and 
European currencies, prior to the September 12 devaluation. 


FOREIGN TRADE 


Exports of goods and services average 22 percent of GDP and imports 
of goods and services average 18 percent. In FY 1985/86, gross oil 
and gas exports declined 12.7 percent from the previous fiscal 
year. Reflecting a continuation of tight controls on capital 
intensive development projects, slack domestic demand and 
investment, and substantial import substitution, non-oil imports 
dropped 14 percent in FY 1985/86, and declined 2.3 percent in the 


first six months of CY 1986. Japan remains the most important 
export market for Indonesian raw materials, and the United States is 
the most important purchaser of non-oil manufactured exports. 


The value of non-oil exports in CY 1986 is estimated at 

$6.4 billion, up 7.9 percent from 1985. The most important exports 
of 1986 are projected to be timber and plywood ($1.22 billion), 
rubber ($805 million), coffee ($679 million), textiles and 
handicrafts ($675 million), tin ($201 million), mining goods 

($625 million), tea ($190 million), shrimp ($193 million), and palm 
oil ($141 million). Devaluation may increase manufactured exports 
but will probably have little effect on commodities in today's 
highly controlled market. Nickel and copper exports suffered major 
declines in 1985, and difficulties in the tin market caused a 

60 percent drop in tin export earnings. Other exports include 
electric appliances, cement, and fertilizer. Pepper and rattan 
furniture are candidates for future expansion. 


INPRES 4/1985 assigned price and duty verification responsibilities 
for exports and imports to a Swiss firm, Societe Generale de 
Surveillance (SGS), and drastically curtailed the role of the 
Indonesian customs service. This measure has lowered import and 
export costs by more than 20 percent and greatly expedited the 
processing of sea cargos, though some U.S. exporters have 
experienced implementation problems. 


In July 1986 the Indonesian Government eliminated all rebates on 
export certificates, except for the tax and import duty "drawbacks" 
allowable under the GATT. An Indonesian surveying firm, SUCOFINDO, 
will inspect export cargos in Indonesia so that drawback payments 
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are received in a timely manner. The Government will phase out 
preferential export credits over the next 4 years. In the interim 
foreign firms may obtain subsidized export credits for export 
oriented manufacturing. Foreign investment firms may now export the 
products of other industrial enterprises with prior approval from 
the Department of Trade. 


COMMUNICATIONS AND INFRASTRUCTURE 


Improved transport is a major target of Repelita IV. Work continues 
on the first phase of Belawan port expansion, along with major 
upgrading of other Sumatran ports. The Government is encouraging 
foreign participation and financing for toll road construction and 
management on Java, with Rp. 257 billion earmarked for expansion of 
the Jakarta road network. 


In civil aviation, Japan will provide a $90 million loan to expand 
Bali's Ngurah Rai airport. The national airline, Garuda, has 
implemented 14 new international flights, including direct air 
service to Los Angeles via Biak, Irian Jaya. The Government is 
encouraging tourism as 2 major potential foreign exchange earner, 
centering on foreign vacations in Bali. 


To upgrade telecommunications, the Government will install an 
additional 900,000 telephone lines during the remainder of Repelita 


IV. An Australia-Indonesia-Singapore submarine cable communications 
System was recently completed. The Palapa Be2P replacement 
satellite (to ensure continued telephone and television coverage for 
eastern Indonesia) will be launched in March 1987. 


IMPLICATIONS FOR THE UNITED STATES - PROJECT FINANCING 


Combined World Bank and ADB loan commitments to Indonesia in 1985 
were $1.5 billion, mainly supporting agriculture, infrastructure 
development, and human resources sectors. Japan ($474 million) and 
the United States ($86 million) are the largest bilateral lenders. 
The Government recently signed a $350 million syndicated loan with a 
consortium of Japanese, American and Middle East banks. A.I.D. is 
concentrating on the rural sector, with increased attention to 
cooperatives and private sector lending, as the Indonesian 
Government emphasizes mobilization of rural credit. 


INPRES 8/1984 requires all export credit projects to be bid under 
competitive international tenders. Only those government projects 
on a pre-approved list (which totals only $600 million in 

FY 1986/87) will be allowed to use commercial rates or mixed 
credits. Only soft loans with a maturity of 25 years or more, with 
a minimum grace period of 7 years and a maximum interest rate of 

3.5 percent or less, will be considered. The State Secretariat 
(SEKNEG) continues to play a crucial role in selection of projects 
costing $200,000 or more. 


The U.S. Export-Import Bank has lent $1.1 billion to the Indonesian 
public sector, financing $2.5 billion in U.S. exports. The 
Government's preference for soft loan and mixed credit financing 
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(over 80 percent of official foreign loans outstanding) complicates 
U.S. ability to win major projects and product sales in competition 
with the Japanese and Europeans. OPIC has insured $151 million of 


U.S. investment in Indonesia, with another $230 million in pending 
applications. 


UNITED STATES - INDONESIA TRADE 


Petroleum products account for the bulk of U.S. imports from 
Indonesia. From January to July 1986, crude petroleum and petroleum 
products were $3.5 billion, rubber $230 million, veneers and plywood 
$200 million, coffee and tea $168 million, textiles $142 million, 
unwrought tin $55 million, and spices $25 million. The U.S. market 
remains the largest market for Indonesian manufactured exports. In 
the first half of 1986, MFA textiles and apparel increased 

12.5 percent while plywood and veneer exports increased 41 percent. 


U.S. exports to Indonesia declined substantially to less than 

$800 million in 1985 due to cuts in government financed development 
projects. During January-July 1986, main exports were elevators and 
winches ($48 million), synthetic resins ($41 million), aircraft and 
parts ($35 million), soybean meal ($34 million), and papermaking 
products ($24 million). Total exports between January and 
September 1986 were $623 million. 


Because of current government austerity, U.S. exporters should focus 
on private sector penetration or on the telecommunications and power 
sectors. Best sales prospects include avionics and aviation ground 
support equipment; telecommunications equipment; computers; medical 
supplies; electric power generating and distribution equipment; 
analyzing, testing and measuring instruments; aircraft and aircraft 
parts; food processing and packaging equipment; commercial maritime 
equipment; pumps, valves and compressors; and mining equipment. 


Services. Engineering firms are not allowed to open representative 
offices in Indonesia but they can usually work through local firms. 
Foreign banks may have only one branch, and onshore operations are 
basically limited to Jakarta. There are strict limitations on 
business, financial, and legal consultancy services by foreign 
firms. U.S. and other foreign leasing firms are drawing down 
operations because of growing payment problems for clients, 
declining business, and inadequate collaterization of loans. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 
The following issues should be kept in mind by U.S. businesses: 


--Import Licensing: The Department of Trade has increased 
regulations requiring certain products be imported solely by State 
trading companies or other designated importers. Items covered 
include heavy machinery, automotive related components and 
equipment, consumer electronic equipment, textile machinery, 
industrial machinery, cotton, certain food items, chemicals, 
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plastics, and metal products. Restrictions have been relaxed on 
importation of capital goods for retooling industrial plants. 
However, imports entirely for export manufacturing are now duty free. 


--Indonesian Manpower: The Department of Manpower approves all 
applications for use of expatriate manpower by foreign companies, 
and work permits are mandatory. The Indonesian Government requires 
foreign firms to train Indonesians and place them in supervisory and 
managerial positions. The Government is allowing more latitude for 
layoffs to help increase efficiency in hard-pressed companies. 


--Sole Agency: The Department of Industry requires the appointment 
of a "sole agent" for the sale of certain industrial products, 
including automotive equipment, heavy construction equipment, 
consumer electronics, and household appliances. Indonesian agents 
enjoy considerable protection in terms of length of contract (three 
years), contract termination, and compensation upon termination. 


--Intellectual Property Rights: Indonesia enacted a copyright law 
in 1982 to protect locally published materials, but foreign works 


are not protected. The trademark law operates on the principle of 
first registration, valid for 10 years. Patent legislation does not 
exist but is currently under consideration. The U.S. Government has 
stressed repeatedly the urgency of protecting intellectual property 
rights to encourage trade and investment. 


--KEPPRES 18/1982: While this regulation requires all Indonesian 
Government imports and exports be carried on Indonesian ships, in 
practice the Government only insists that at least 50 percent be 
shipped in Indonesian vessels. Private cargos are not subject to 
this regulation. Foreign as well as Indonesian ships over 25 years 
old are prohibited from using Indonesian ports. 


FURTHER INFORMATION 


More detailed information on market prospects in Indonesia is 
available from U.S. and Foreign Commercial Service district offices, 
the American Embassy Economic and Commercial Sections in Jakarta, 
and the American Consulates in Surabaya and Medan. Visas are not 
required if negotiating a trade deal or looking for investment 
opportunities. The Embassy's address is: American Embassy, Jalan 
Medan Merdeka Selatan 5, Jakarta Pusat, Indonesia. Those writing on 
business from the United States are encouraged to use the APO: 
American Embassy, Box 1, APO San Francisco 96356. The Embassy's 
telephone number is 360360 and telex number 44218 AMEMBJKT. 

















